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 SUBJECT: In-State Service Businesses Tax Gap Program 
 
I. PURPOSE 
This Operations Memo provides guidelines and procedures for the implementation of the         
In-State Service Businesses Tax Gap Program (TGI).  TGI efforts will help level the playing 
field between individuals and businesses that consistently and correctly report their use tax 
liability, and those that are unaware of their use tax obligations or choose to ignore them. 
 
The Board of Equalization (BOE) anticipates TGI efforts will generate use tax revenue in the 
short-term, as well as enhance overall voluntary use tax compliance in the long-term.  Improving 
use tax compliance will reduce the competitive disadvantage faced by many California retailers 
when compared to out-of-state retailers who do not charge California use tax.  The TGI also 
assures that all in-state businesses contribute fairly to the funding of state and local programs. 
 
Over two million service businesses in California are not currently registered with the BOE.  
When these businesses purchase items (for example, furniture, fixtures, supplies and equipment) 
for use in California from out-of-state retailers that are not registered to collect the California use 
tax, the purchaser (in-state service business) is liable for the use tax. 
 
II. HEADQUARTERS RESPONSIBILITIES 
 

A. Outreach Services Division 
The Outreach Services Division has primary responsibility for the education and 

outreach efforts for this program. Initial outreach efforts consisted of an informational 
letter campaign to educate in-state service business associations about the use tax.  
The initial education and increased public awareness will: 
 

1. Provide the information and tools necessary to allow those that are willing 
to comply, the ability to do so, 

2. Encourage future self-compliance by businesses who are currently 
circumventing their tax obligations, and 

3. Reassure compliant taxpayers. 
 

Continued education and outreach efforts by the Outreach Services Division will 
include: 
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1. Providing use tax information at all Small Business Fairs and BOE events, 
2. Mailing additional outreach letters to other service business associations 

as required, 
3. Creating and placing articles in trade magazines, and  
4. Creating and disseminating press releases to the media.  

 
B. Data Analysis Section 

The Data Analysis Section (DAS) in the Tax Policy Division will routinely 
examine data from various sources, both within and outside the BOE, to identify in-
state service businesses that have a high potential of purchasing items (for example, 
furniture, fixtures, supplies and equipment) for use in California from out-of-state 
retailers.  Once the in-state service businesses are identified, DAS will forward them 
to the Centralized Collection Section for further investigation. 
 
C. Centralized Collection Section 

The Centralized Collection Section (CCS) will investigate the in-state service 
businesses identified by DAS to determine if use tax may be due.  CCS will send a 
contact letter (Exhibit A) to the in-state service businesses explaining what use tax is, 
and how it may apply to their purchases.  Included with the contact letter will be the 
Use Tax Return Worksheets (Exhibit B) and publication 123-TG, California 
Businesses: How to Identify California Use Tax Due (Exhibit C).  The business may 
complete the Use Tax Return Worksheets to report the items purchased outside 
California that are subject to use tax during the previous three calendar years.  
Publication 123-TG explains how businesses can establish the California use tax due 
on purchases of physical merchandise from out-of-state sellers. 

 
The in-state service businesses are provided 30 days to respond to the contact 

letter. If a response is not received within 45 days from the inquiry date, a follow-up 
contact letter will be sent to the business.  Initially, CCS staff will track and process 
the responses received manually.  Automated tracking software however will be 
available to CCS by late-2009. 

 
Based on the contact letter responses, CCS may do one or more of the following: 

 
1. Create Compliance Assessments (CAS) based on the completed Use Tax 

Return Worksheets, 
2. Issue account numbers for future reporting, 
3. Assist in filing returns for previously unreported use tax liability periods, 
4. Request additional information (for example, federal income tax return 

depreciation schedules), 
5. Refer leads to district audit staff for further investigation (if CCS has 

determined additional use tax may be due), 
6. Close assignments if no account number (i.e., arbitrary or permanent) is 

required and no use tax liability is due. 
 

To capture and identify the revenue and payments resulting from TGI efforts, 
CCS will assign the Lead Source and Lead Source Sub-type code TGI EDC 
(Exhibit D) to an account when a new account number for future reporting is issued 



Operations Memo No. 1164 -3- April 1, 2009 
 

  

and to a CAS or other FO (Financial Obligation) that may be created by CCS.  The 
Lead Source and Lead Source Sub-type code can be assigned to an account or FO by 
accessing the LSR ML, Maintain/Inquire Lead Source Information, screen in IRIS.  
Attached are IRIS instructions (Exhibit E) on viewing, adding/deleting, and 
generating reports for Lead Source and Lead Source Sub-type information. 

 
If a response is not received within 30 days from the follow-up contact letter date 

or is received but is not consistent with similar industry responses, CCS will further 
investigate/research the business to determine if use tax may be due. 

 
CCS will contact the business and request the following: 
 
1. Federal income tax returns 
2. Depreciation schedules 
3. Sample purchase invoices for fixed assets 
 
CCS will also further investigate the business by:   
 
1. Performing a like business analysis, 
2. Viewing SOS/business websites, and/or 
3. Conducting other research. 
 
Based on the findings from the additional investigation/research of the business, 

CCS will: 
 
1. Contact the business to further explain use tax and request the business to 

complete or revise previously submitted Use Tax Return Worksheets so as 
to report the items purchased outside California that were subject to use 
tax during the previous three calendar years, 

2. Refer the use tax lead to district audit staff for audit, or 
3. Close the assignment if no account number (i.e., arbitrary or permanent) is 

required and no use tax liability is due. 
 
The leads CCS determines may owe additional tax should be referred to District 

Principal Auditor in the respective area for audit.  The referral will include all 
pertinent information, for example, copies of prior correspondence sent by CCS to the 
business and the responses received, transcribed federal income tax return 
depreciation schedule information, like business analysis, etc. 

 
For tracking purposes, CCS will issue arbitrary account numbers only to the use 

tax leads referred to district.  CCS will conduct periodic follow-ups to determine the 
status of all in-process use tax leads referred to the district offices. 

 
Additionally, CCS will maintain a list of vendor names reported on the Use Tax 

Return Worksheets received from all in-state service businesses.  Periodically, CCS 
will sort the entries to identify and advise Out-of-State District Compliance, using 
form BOE-1032, Information on Out-of-State Retailers, of the out-of-state vendors 
who are routinely making sales into California.  The notation “In-State Service Tax 
Gap” should be written in red at the top of form BOE-1032 as a flag to the Out-of-



Operations Memo No. 1164 -4- April 1, 2009 
 

  

State District Compliance staff for special handling and to help determine the correct 
Lead Source and Lead Source Sub-type code to assign if an account number is 
created.  This will assist Out-of-State District Compliance staff in properly 
identifying and registering out-of-state retailers who are engaged in business in 
California resulting from TGI efforts.  If the out-of-state retailer is registered with the 
BOE, form BOE-1164, Audit Memorandum of Possible Tax Liability, should be used 
rather than form BOE-1032. 

 
D. Audit Determination and Refund Section  

Audit Determination and Refund Section staff will handle determinations and 
refunds through the normal billing/refund process. 
 
E. Petitions Section 

Petitions staff will handle petitions through the normal petitions process. 
 
III. DISTRICT RESPONSIBILITIES 
 

A. In-State District Offices 
The District Principal Auditor, or designee, will select all use tax leads referred by 

CCS for audit using the audit selection reason code GAP and assign the lead to 
district audit staff to determine if use tax may be due.  Using the select reason code 
GAP will provide the BOE the ability to track the use tax audits of the in-state service 
businesses by utilizing the AUD AS screen in IRIS to generate reports for all selected 
audits with this select reason code.  

 
The audit period for these use tax audits will be the prior three calendar years or 

other, as determined by the District Principal Auditor, or designee.  Although CCS 
requested the in-state service businesses review their records and self-report 
purchases subject to use tax that were made during the prior three calendar years, the 
Revenue and Taxation Code authorizes the BOE to conduct an audit which may go 
back eight years (longer if fraud is detected) in cases where no return was filed. 

 
Additionally, the District Principal Auditor, or designee, will add the Lead Source 

code TGI and the respective District Lead Source Sub-type code (see Exhibit D) to 
the account and FO at the time the leads are selected for audit and the FO is created 
for the audit period.  For example, TGI KHC will be the Lead Source and Lead 
Source Sub-type code added to the account and FO created when a use tax lead 
referred by CCS is selected for audit and is located in the Sacramento District.  The 
Lead Source and Lead Source Sub-type code can be assigned to an account and FO 
by accessing the LSR ML, Maintain/Inquire Lead Source Information, screen in 
IRIS. Attached are IRIS instructions (Exhibit E) on viewing, adding/deleting, and 
generating reports for Lead Source and Lead Source Sub-type information. 

 
District audit staff will perform audits on the use tax leads referred by CCS to 

determine if use tax may be due. The appropriate new BOE-80-TG series “Audit 
Engagement Letter” (Exhibit F) for the In-State Service Businesses Tax Gap Program 
should be used to confirm audit engagements or to establish contact. 
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1. BOE-80-ATG, Audit Engagement Letter - Confirm Start Date. 
2. BOE-80-BTG, Audit Engagement Letter - Agreement to Delay Start Date. 
3. BOE-80-CTG, Audit Engagement Letter - Initiate Contact. 
4. BOE-80-DTG, Audit Engagement Letter - 10-Day Follow Up. 
 
The audits will be conducted following general audit procedures set forth in the 

Audit Manual Chapter 4, General Audit Procedures. 
 
District audit staff should advise Out-of-State District Compliance, using form 

BOE-1032, Information on Out-of-State Retailers, when an auditor discovers a 
business is purchasing items subject to use tax from an unregistered out-of-state 
retailer.  The notation “In-State Service Tax Gap” should be written in red at the top 
of form BOE-1032 as a flag to the Out-of-State District Compliance staff for special 
handling.  This will assist Out-of-State District Compliance staff in properly 
identifying and registering out-of-state retailers who are engaged in business in 
California resulting from TGI efforts (See Out-of-State District Compliance below).  
The original form BOE–1032 should be forwarded to the Out-of-State District 
Compliance (Audit Manual section 0213.03 and 0408.22).  If the out-of-state retailer 
is registered with the BOE, form BOE-1164, Audit Memorandum of Possible Tax 
Liability, should be used rather than form BOE-1032. 

 
Additionally, district audit staff should be alert to recognizing transactions where 

the in-state business is remitting California use tax to an out-of-state unregistered 
retailer who is not billing the in-state business for the use tax.  Auditors should utilize 
the CTS CS, Client Search/Registration, screen in IRIS to determine whether such 
out-of-state vendors are registered to collect the use tax.  When an auditor discovers 
that an in-state business is erroneously paying use tax to an unregistered out-of-state 
retailer, the auditor should immediately advise Out-of-State District Compliance 
(Audit Manual section 0408.23).  The business should be informed of the 
responsibility for the payment of the tax to the proper authority per Regulation 1685, 
Payment of Tax by Purchasers.   

 
District Audit Supervisors will follow the normal audit procedures when 

processing completed audits.  The District Audit Supervisor should also provide CCS 
feedback, as to the quality of the use tax leads received and suggestions for 
improvement.  This can be done via e-mail to the referring CCS Supervisor. 

 
B. Out-of-State District Compliance 

Out-of-State District Compliance staff will register the out-of-state retailers who 
are found to be engaged in business in California resulting from the In-State Service 
Businesses Tax Gap Program (TGI).  To capture and identify the revenue and 
payments resulting from TGI efforts, Out-of-State District Compliance staff will 
assign the Lead Source and Lead Source Sub-type code TGI OHC (Exhibit D) to an 
account when a new account number is issued and the BOE-1032 form was flagged 
with the notation “In-State Service Tax Gap” written in red at the top.  Attached are 
IRIS instructions (Exhibit E) on viewing, adding/deleting, and generating reports for 
Lead Source and Lead Source Sub-type information. 
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IV. PROPERTY AND SPECIAL TAXES PROGRAM REFERRALS 
There may be occurrences when CCS or the in-state district audit staff determine in-state service 
businesses are purchasing items from outside of California for consumption and are not being 
charged appropriate special taxes or fees (for example, purchases of new televisions, computer 
monitors, portable DVD players, tires, fuel, alcoholic beverages and cigarette or tobacco 
products).  Similarly, there may be cases where Out-of-State District Compliance staff register 
out-of-state retailers who are engaged in business in California that also require registration 
under Property and Special Taxes Department programs. 
 
In such cases, the CCS Supervisor, District Principal Auditor, Out-of-State District Compliance 
Supervisor, or their respective designee, should send an email notification to the Operations 
Manager of the Property and Special Taxes Department.  The email notification should be sent to 
the Outlook mailbox titled “PSTD – Referrals from SUTD.” 
 
The email notification should include the name, address and telephone number of the in-state 
service business or out-of-state retailer.  The notification should also include an account number 
as well as information concerning the quantity of items purchased and the periods in which the 
purchases occurred.  The Property and Special Taxes Department staff will review the 
notification and forward the information to the appropriate division for further investigation.  
 
V. OBSOLESCENCE 
This Operations Memo will become obsolete when the information contained herein is 
incorporated into the appropriate manuals.   
 
 

 
Randie L. Henry 
Deputy Director 
Sales and Use Tax Department 
 

 
Attachments: 
Exhibit A – Form BOE-403-CL, Tax Gap In-State Service Contact Letter 
Exhibit B – Form BOE-403-CLW, Tax Gap In-State Service Contact Letter (Worksheet) 
Exhibit C – Publication 123-TG, California Businesses: How to Identify California Use Tax Due   
Exhibit D – Audit Select Reason and Lead Source Codes 
Exhibit E – How to Assign a Lead Source and Lead Source Sub-type Instructions 
Exhibit F – Audit Engagement Letters for In-State Service Businesses Tax Gap Program 

       (BOE-80-ATG, Audit Engagement Letter - Confirm Start Date) 
       (BOE-80-BTG, Audit Engagement Letter - Agreement to Delay Start Date) 
       (BOE-80-CTG, Audit Engagement Letter - Initiate Contact) 
       (BOE-80-DTG, Audit Engagement Letter - 10-Day Follow Up) 

Exhibit G – In-State Service Businesses Tax Gap Program Flowchart 
 
 
 
Distribution: 1-D 
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Exhibit A – Form BOE-403-CL, Tax Gap In-State Service Contact Letter 
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Exhibit A – Form BOE-403-CL, Tax Gap In-State Service Contact Letter (Cont.) 
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Exhibit B – Form BOE-403-CLW, Tax-Gap In-State Service Contact Letter (Worksheet) 
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Exhibit B – Form BOE-403-CLW, Tax-Gap In-State Service Contact Letter (Worksheet) (Cont.) 
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Exhibit C – Publication 123-TG, California Businesses: How to Identify California Use Tax Due 
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Exhibit C – Publication 123-TG, California Businesses: How to Identify California Use Tax Due (Cont.) 
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Exhibit D – Audit Select Reason and Lead Source Codes 
 
 
Audit Select Reason Code 
 
The audit Select Reason code is GAP for audit leads resulting from Tax Gap efforts. 
 
 
Lead Source and Lead Source Sub-type Code 
 
The Lead Source code is TGI for the In-State Service Businesses Component of Tax Gap. 
 

1. Lead Source Sub-type code EDC will be used by Centralized Collection Section (CCS) 
when they issue a new account number and/or create a compliance assessment (CAS) or 
other financial obligation (FO) for an In-State Service Businesses Component 
assignment.   

 
2. Lead Source Sub-type codes used by district offices for an In-State Service Businesses 

Component audit lead referred by CCS are as follows: 
 

• AAC – Norwalk District 
• ACC – Van Nuys District 
• APC – West Covina District 
• ARC – Ventura District 
• ASC – Culver City District 
• BHC – San Francisco District 
• CHC – Oakland District 
• EAC – Santa Ana District 
• EHC – Riverside District 
• FHC – San Diego District 
• GHC – San Jose District 
• JHC – Santa Rosa District 
• KHC – Sacramento District 
• OHC – Out-of-State District 

 
3. Lead Source Sub-type code EDF will be used by district offices for an In-State Service 

Businesses Component audit lead referred by Data Analysis Section (DAS). 
 

Note: The lead source sub-types noted in 2. and 3. above will be used by the respective 
district office when adding the lead source and lead source sub-type to the FO’s for an 
Audit/FBO created as a result of Tax Gap audit referrals sent to the district by CCS or DAS. 
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Exhibit E – How to Assign a Lead Source and Lead Source Sub-type Instructions 
 
Lead Source Screen 
 
1. From the Go line, type “LSR ML”.   
2. Press [Enter]. 
3. Type the account number in the Acct field. 
4. Press [Enter]. 
 

 

Note: To minimize the potential for problems when maintaining Lead Source Information, use 
the [F14] clear key before moving from one account number to another, or to start over 
again.  

 
To Add or Change a Lead Source and/or Lead Source Sub-type at the Account Level 
 
1. Verify TAR is displayed in the Item Type field. 
2. Type the Lead Source code in the Lead Source field (active help is available).  
3. Type the Lead Source Sub-type in the Lead Source Sub-type field (active help is available). 
4. Type the report start date in the Report Start Date field (required when adding, optional when 

changing). 
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Exhibit E – How to Assign a Lead Source and Lead Source Sub-type Instructions (Cont.) 

 
5. Type the report end date in the Report End Date field (required when adding, optional when 

changing). 
6. Type the change reason in the Change Reason field (active help is available). 
7. Press [F9] if adding or [F5] if updating. 
 
Note: Whenever a Lead Source is associated to the account or FO, account characteristic 
 code 25 will automatically be added in TAR AI. 
 
To Add or Change a Lead Source for a Specific FO 
 
1. Type FOB in the Item Type field. 
2. Delete the Corp Data ID.   
3. Press [Enter]. 
 
Note: The FO Smart Search screen will appear. 
 
4. Place the cursor on the selected FO.   
5. Press [Enter]. 
6. Type the Lead Source code in the Lead Source field (active help is available). 
7. Type the Lead Source Sub-type in the Lead Source Sub-type field (active help is available). 
8. Type the change reason in the Change Reason field (active help is available). 
9. Press [Enter]. 
10. Press [F9] if adding or [F5] if updating. 

 
To Delete a Lead Source and Lead Source Sub-type at the Account Level (Item Type TAR 
and only for SR TATs) 
 
1. Verify TAR is displayed in the Item Type field. 
 
Note: Create a comment explaining the reason for the deletion. 
 
2. Press [F22]. 
3. Press [F5]. 

 
To Delete a Lead Source and Lead Source Sub-type at the FO Level (Item Type FOB 
excluding UTP FOs on SD TATs) 
 
1. Type FOB in the Item Type field. 
2. Delete the Corp Data ID.   



Operations Memo No. 1164 -16- April 1, 2009 
 

  

 
Exhibit E – How to Assign a Lead Source and Lead Source Sub-type Instructions (Cont.) 

 
3. Press [Enter]. 

 
Note: The FO Smart Search screen will appear. 
 
4. Place the cursor on the selected FO.   
5. Press [Enter]. 

 
Note: Create a comment explaining the reason for the deletion. 
 
6. Press [F22]. 
7. Press [F5]. 

 
To Add or Change the Revenue Report Dates 
 
Note: To add revenue report dates, there must be a Lead Source and Lead Source Sub-type. 
 
1. Type the report start date in the Report Start Date Field. 
2. Type the report end date in the Report End Date Field. 
3. Press [F9] if adding or [F5] if changing. 
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Exhibit F – Audit Engagement Letters for In-State Service Businesses Tax Gap Program 

(BOE-80-ATG, Audit Engagement Letter - Confirm Start Date) 
 

  



Operations Memo No. 1164 -18- April 1, 2009 
 

  

 
Exhibit F – Audit Engagement Letters for In-State Service Businesses Tax Gap Program 

(BOE-80-BTG, Audit Engagement Letter - Agreement to Delay Start Date) 
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Exhibit F – Audit Engagement Letters for In-State Service Businesses Tax Gap Program 

(BOE-80-CTG, Audit Engagement Letter - Initiate Contact) 
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Exhibit F – Audit Engagement Letters for In-State Service Businesses Tax Gap Program 

(BOE-80-DTG, Audit Engagement Letter - 10-Day Follow Up) 
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Exhibit G – In-State Service Businesses Tax Gap Program Flowchart 
 

Contact Letter w/Use Tax Return 
Worksheets Mailed to Business by CCS 

(Provide 30 days to respond) 

Response Received 
Based on response received, CCS will 
• Create a Compliance Assessment (CAS) 

based on completed Use Tax Return 
Worksheets, 

• Issue Business a new account number, 
• Assist Business in filing returns, 
• Request Business provide additional 

information, 
• Refer lead to District audit staff for 

further investigation, or 
• Close assignment. 
To track program revenue, CCS will add 
Lead Source code TGI EDC to all CASs 
created and new account numbers issued. 

No Response Received 
If a response is not received within 45 days, CCS will 

mail a Follow-up Contact Letter to Business. 
(Provide 30 days to respond) 

Refer Lead to District Office Audit 
• For tracking purposes, CCS will issue an Arbitrary Account Number to all leads referred to District 

audit staff for further investigation. 
• All Pertinent information (i.e., Transcribed FTB return information) will be included with referral.  

Prior to Referring or Closing Lead 
CCS will contact Business and request  
• Federal income tax returns, 
• Depreciation schedules, and 
• Purchase invoices for fixed assets. 
 
CCS will further investigate Business  
• Like business analysis, 
• SOS/business websites, and/or 
• Other research.

Close Assignment 
• Account number 

not required, and 
• Use tax not due. 

No Response 
• Refer to District  
• or Close lead. 

District Principal Auditor or Designee 
• Will select Business for audit, 
• Use audit Select Reason code GAP, 
• Add Lead Source code TGI and district Lead 

Source Sub-type code (see Exhibit D), 
• Assign to audit staff to conduct audit.   

District Audit Staff 
• Use new BOE-80-TG series 

engagement letters, 
• Audit Business, and 
• Submit findings to Supervisor 

In-State Service Business 
(Business) Identified by DAS 

E-mails 
Based on the suggestions/recommendations received, CCS will  
• Refine selection criteria, and  
• Develop statistics to identify productive leads. 

District Audit Supervisor 
• Follow the normal Audit Process (i.e., Comp, review, transmit).  
• As needed, provide feedback to CCS via e-mail with recommendations and/or 

suggestions (for example, lead was unproductive and reasons why). 
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